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INSPECTOR GENERAL 
OEPARlMENT OF DEFENSE 
4800 MARK CENTER DRIVE 

ALEXANORrA, VIRGINIA 22350•1500 

January 18, 201 3 

MEMORANDUM FOR UNDERSECRETARY OF DEFENSE FOR ACQUISITION, 
TECHNOLOGY, AND LOGISTICS 

ASS ISTANT SECRETARY OF Tl IE AIR FORCE 
(FINANCIAL MANAGEMcNT AND COMPTROLLl3R) 

DIRECTOR, DEFENSE CONTRACT AUOJT AGENCY 
NAVAL INSPECTOR GENERAL 
AUDITOR GENERAL, DEPARTMENT OF Tll l1 ARMY 

SUBJECT: 	ConLractor Compliance Varied With Classification of Lobbying Cost~ and 
Reporting of Lobbying Aclivitics (Report No. DODTG-20 I 2-030R) 

We are reissuing the subject report»which we previously issued as DoD Inspector General 
Report No. DODIG-2012-030 on December 12, 2011. On April S, 2012, we rescinded ll1e report 
because it did nol fully disclose thecrileria and methoclology used to reach some ofthe 
conclusions. As a resull, some information presented in Lhe report was ll'IComplelc and 
misleading. 

We have revised U1e report and are re-issuing H under number DOD10-201 2-030R. The revised 
report includes a more thorough summary of the audit criteria and OlJr scope and methodology. 
The revised report also corrected errors and incorporated information that was provided to lhc 
audit ream subsequent Lo the publication of the original report 

Of the 24 eamrnrk rccipicnL~ reviewed. 18 contractors properly accounted for $5.2 mi ll ion in 
lobbying costs. Six other contractors properly accou nted for $1.8 mil lion in lobbying costs. 
However, the six conh·acro1·s irnpropcl'ly classified a total of$85,610 in lobbying costs as· 
allowable and classified a total of$1 2,695 in unsupported costs as allowable. We performed th is 
audit pursuant to Pl1blio Law 111-84, "National Defense Authorization Act for Piscal Year 
20 I O," i:ection I 062(b), " DoD Inspector General AudH of Congressional Eam1arks.'' October 28, 
2009. We considered management comments on a dral't of the report when preparing the final 
report. The Director, Defense Procurement and Acquisition Policy, comments conformed to the 
requi rements of DoD Directive 7650.3; therefore, 0dditio11ol comments are noL rcquired. 

We appreciate the courtesies extended to the slnff. Please clircct questions to me at 
703~604fll (OSN 664­

Cq<'f-u~~ ,~ .x:·~~u.~'\.)
acqµdi ne L. Wicecarver 

Assistant lnspeclor General 
A.cquisition and Con11·ac1 Management 





 
    

 
 

 

    
     

  

 

  
 

  
 

 

  
 

 
  

  
  

 

 
   

    
 

  
 

 
  

  
   

 
 

 
 

  
 

 
 

 

  
 

    
  

  
   

 

 

     

  

 

  
 

  
  

 
 

 

 

   
   

 

  
   

  
  

  

 
 

 
  

  
  

 
   

  
 

  
 

 
     

 
   

 

 
 

  

    
  

 
   

 

   
 

 
 

  
  
   

 
 

 
 

Report No. DODIG-2012-030R (Project No. D2010-D000CF-0145.000)                   January 18, 2013 

Results in Brief: Contractor Compliance 
Varied With Classification of Lobbying Costs
and Reporting of Lobbying Activities 

What We Did 
We reviewed the financial records of 24 DoD 
contractors that were the recipients of 
50 earmarks, valued at $115.5 million, to 
determine whether DoD contractors that lobbied 
for and were the recipients of earmarks 
complied with the requirements of the United 
States Code and the Federal Acquisition 
Regulation and properly classified lobbying 
costs as unallowable expenses.  We also 
determined whether earmark recipients 
submitted Office of Management and Budget 
Standard Form LLL, “Disclosure of Lobbying 
Activities,” (Standard Form LLL) to contracting 
officers.  

What We Found 
Eighteen contractors properly accounted for 
$5.2 million in lobbying costs. Six other 
contractors properly accounted for $1.8 million 
in lobbying costs.  However, the six contractors 
improperly classified a total of $85,610 in 
lobbying costs as allowable and classified a total 
of $12,695 in unsupported costs as allowable. 
Specifically: 
x	 Five contractors improperly classified a 

total of $85,610 in lobbying costs as 
allowable because they did not have or 
did not comply with their own written 
policies. 

x	 One of those five contractors and 
another contractor classified $12,695 in 
unsupported costs as allowable; 
however, the invoices lacked sufficient 
detail to determine whether the costs 
were properly categorized.   

As a result, DoD may have reimbursed six 
contractors for unallowable lobbying costs.  
During the audit, the five contractors that 
improperly classified lobbying costs as 
allowable agreed to reclassify $85,347 of the 
improperly classified lobbying costs. One of 
these contractors could not match the remaining 
$263 to its accounts. 

Ten contractors did not submit Standard 
Forms LLL because generally the contractors 
either stated that they were unaware of the 
requirement or we concluded that they 
misunderstood the requirement.    

What We Recommend 
The Director, Defense Procurement and 
Acquisition Policy, issue guidance to reinforce 
the Federal Acquisition Regulation requirements 
for disclosure of lobbying activities and explain 
how and where to report Lobbying Disclosure 
Act violations.  

Management Comments and 
Our Response 
The Director, Defense Procurement and 
Acquisition Policy, agreed with the 
recommendations, and his comments were 
responsive.  Please see the recommendations 
table on the back of this page. 
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Report No. DODIG-2012-030R (Project No. D2010-D000CF-0145.000)                   January 18, 2013 

Recommendations Table 

Management 

Director, Defense Procurement and 
Acquisition Policy 

Recommendations 
Requiring Comment 

No Additional Comments 
Required 

1 and 2 
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Introduction 
Objectives 
Our audit objective was to determine whether recipients of earmarks complied with requirements 
of Federal law on the use of appropriated funds.  See Appendix A for a discussion of the scope 
and methodology and prior coverage related to the objective. 

We reviewed contractor records to determine whether consultants hired to perform lobbying 
activities reported their lobbying activities in the Lobbying Disclosure Act Database, when 
required.  See Appendix B for a discussion of the details.   

Background 
We performed this audit pursuant to Public Law 111-84, “National Defense Authorization Act 
for Fiscal Year 2010,” section 1062(b), “DoD Inspector General Audit of Congressional 
Earmarks,” October 28, 2009.  Section 1062 (b) states: 

DOD INSPECTOR GENERAL AUDIT OF CONGRESSIONAL EARMARKS.— 
The Inspector General of the Department of Defense shall conduct an 
audit of contracts, grants, or other agreements pursuant to congressional 
earmarks of Department of Defense funds to determine whether or not 
the recipients of such earmarks are complying with requirements of 
Federal law on the use of appropriated funds to influence, whether 
directly or indirectly, congressional action on any legislation or 
appropriation matter pending before Congress. 

Federal Law 
Section 1352, title 31, United States Code (31 U.S.C. § 1352) prescribes policies and procedures 
on the use of appropriated funds to influence certain Federal contracting and financial 
transactions. The following limitations are included under 31 U.S.C. § 1352: 

(a)(1) None of the funds appropriated by any Act may be expended by the 
recipient of a Federal contract, grant, loan, or cooperative agreement to pay any 
person for influencing or attempting to influence an officer or employee of any 
agency, a Member of Congress, an officer or employee of Congress, or an 
employee of a Member of Congress in connection with any Federal action 
described in paragraph (2) of this subsection. 

(2) The prohibition in paragraph (1) of this subsection applies with respect 
to the following Federal actions: 

(A) The awarding of any Federal contract. 
(B) The making of any Federal grant. 
(C) The making of any Federal loan. 
(D) The entering into of any cooperative agreement. 
(E) The extension, continuation, renewal, amendment, or modification of 

any Federal contract, grant, loan, or cooperative agreement. 

1 




 
 

 

 

 
  

  
  

     
   

 
      

   
  

   
  

  
 

  
  

  
 

  
 

 
 
 

          
 

 
 

  
     

    
  

 
   

           
  

 
  

   
 

 
  

  
   

                                                 
 
  

    
   

     

            
           
  

      
       

       
        

          
            

            
            

             
        

 
 

   

             
       

            
  

    
  

         
  

 

         
        

    

 

                    
           

                   
           

 

(b) 
(2) A declaration filed by a person pursuant to paragraph (1) (A) of this 

subsection in connection with a Federal contract, grant, loan, or cooperative 
agreement shall contain– 

(A) the name of any registrant under the Lobbying Disclosure Act of 
1995 who has made lobbying contacts on behalf of the person with respect 
to that Federal contract, grant, loan, or cooperative agreement; and 

(B) a certification that the person making the declaration has not made, 
and will not make, any payment prohibited by subsection (a). 
(3) A declaration filed by a person pursuant to paragraph (1) (A) of this 

subsection in connection with a commitment providing for the United States to 
insure or guarantee a loan shall contain the name of any registrant under the 
Lobbying Disclosure Act of 1995 who has made lobbying contacts on behalf of 
the person in connection with that loan insurance or guarantee. 

Section 2324, title 10, United States Code (10 U.S.C. § 2324) prescribes policies and procedures 
on allowable costs under Defense contracts.  Specifically, 10 U.S.C. § 2324 (e) (1) (B) states that 
costs incurred to influence legislative action pending before Congress are not allowable. 

The Lobbying Disclosure Act is codified at chapter 26, title 2, United States Code.  
Section 1602 (10), title 2, United States Code (2 U.S.C. § 1602(10)) defines a lobbyist as: 

. . . any individual who is employed or retained by a client for financial or other 
compensation for services that include more than one lobbying contact, other 
than an individual whose lobbying activities constitute less than 20 percent of 
the time engaged in the services provided by such individual to that client over a 
3-month period. 

According to 2 U.S.C. § 1603, lobbyists are required to register in a congressional database, 
known as the Lobbying Disclosure Act Database, and state for whom they lobbied.  Lobbyists 
are required to register for each client no later than 45 days after their employment or their first 
lobbying contact.  Lobbyists are exempt from registering in the database if, in a quarterly period, 

(i) total income for matters related to lobbying activities on behalf of a particular 
client (in the case of a lobbying firm) does not exceed and is not expected to 
exceed $2,500;1 or 

(ii) total expenses in connection with lobbying activities (in the case of an 
organization whose employees engage in lobbying activities on its own behalf) 
do not exceed or are not expected to exceed $10,000.2 

According to 2 U.S.C. § 1604, lobbyists who are registered in the database are required to file 
lobbying reports quarterly, which provide the registrants’ and clients’ name, a description of the 
general issues covered by the lobbying activities, good faith estimates of income and/or 

1 The Secretary of the Senate and the Clerk of the House of Representatives raised this threshold to $3,000 effective
 
January 1, 2009, in accordance with 2 U.S.C. § 1603 (a) (3) (B).
 
2 The Secretary of the Senate and the Clerk of the House of Representatives raised this threshold to $11,500
 
effective January 1, 2009, in accordance with 2 U.S.C. § 1603 (a) (3) (B).
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expenses, and an identification of whether the client is a Government entity.  Civil and criminal 
penalties may be incurred for knowingly violating chapter 26, title 2, of the U.S.C. (See 2 U.S.C. 
1606.) The civil penalty is a fine not to exceed $200,000, and the criminal penalty is 
imprisonment, not to exceed 5 years.  

Rules   and R egulations    
Lobbying costs to influence a legislative action are to be reported as unallowable costs in 
accordance with Federal Acquisition Regulation (FAR) 31.205-22, “Lobbying and political 
activity costs.” Unallowable costs should not be claimed as reimbursable expenses and should 
be excluded from costs associated with Government contracts.  Recipients of earmark funds who 
had lobbying costs associated with a contract cannot include their lobbying expenses when they 
are reimbursed for contract costs by the Government.  In addition, FAR 31.201-2, “Determining 
allowability,” states 

A contractor is responsible for accounting for costs appropriately and for 
maintaining records including supporting documentation, adequate to 
demonstrate that costs claimed have been incurred, are allocable to the contract, 
and comply with applicable cost principles . . . The contracting officer may 
disallow all or part of a claimed cost that is inadequately supported.” 

According to FAR 3.804, “Policy,” and 3.808, “Solicitation provision and contract clause,” the 
contracting officer will insert FAR provision 52.203-11, “Certification and Disclosure Regarding 
Payments to Influence Certain Federal Transactions,” and clause 52.203-12, “Limitation on 
Payments to Influence Certain Federal Transactions,” into solicitations for contracts expected to 
exceed $150,000.  FAR clause 52.203-12 is also required to be included in the resultant 
contracts. FAR provision 52.203-11 and clause 52.203-12 require the contractor to submit 
Standard Form LLL to the contracting officer if the contractor was awarded the contract as a 
result of lobbying by any Lobbying Disclosure Act Database registrant. (On October 1, 2010, 
FAR 3.808 increased the threshold from $100,000 to $150,000.) Before 2007, the FAR required 
contractors to submit Standard Form LLL to the contracting officer and then eventually to 
Congress.  However, FAR 3.803, “Exceptions,” and FAR 3.804, “Policy,” were amended in 
2007, and the contractors must submit Standard Form LLL only to the contracting officer. 

Defense Contract Audit Agency 
The Defense Contract Audit Agency (DCAA) is under the authority, direction, and control of the 
Under Secretary of Defense (Comptroller)/Chief Financial Officer and performs contract audits 
of contractors for DoD.  DCAA also provides accounting and financial advisory services 
regarding contracts and subcontracts to all DoD Components.  DCAA performs incurred cost 
audits and other auditing procedures to determine whether costs charged to Government 
contracts are allowable, allocable, and reasonable in accordance with the contract and applicable 
Government acquisition regulations.  According to DCAA memorandum, “Audit Alert – 
Lobbying Costs Related to Legislative Earmarks,” April 24, 2008, as part of incurred cost or 
other related audits, DCAA should review any earmark data for contractors it audits.  This 
includes performing procedures to ensure that contractors have properly identified and accounted 
for contractor effort and related costs associated with supporting legislative earmarks.  DCAA 

3 




 
 

 

 

   

    
  

                                                 
 
      

 

  
     

                 

 

performs incurred cost audits or desk reviews3 on the annual incurred cost proposals for 
contractors with auditable dollar values of $15 million or less.   

Review of Internal Controls 
DoD’s internal controls regarding contractors that received congressional earmarks were 
effective as they applied to the audit objectives.  

3 DCAA performs reviews known as desk reviews for low-risk proposals when it does not perform an audit. 
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Finding. Contractors’ Lobbying Costs and 
Lobbying Disclosures 
Eighteen contractors properly accounted for $5.2 million in lobbying costs and classified these 
costs as unallowable.  Six other contractors properly accounted for $1.8 million in lobbying 
costs.  However, the six contractors improperly classified a total of $85,610 in lobbying costs as 
allowable and classified a total of $12,695 in unsupported costs as allowable.  Specifically: 

x Five contractors improperly classified a total of $85,610 in lobbying costs as allowable 
because they did not have or did not comply with their own written policies. 

x One of those five contractors and another contractor classified $12,695 in unsupported 
costs as allowable; however, the invoices lacked sufficient detail to determine whether 
the costs were properly categorized.  

As a result, DoD may have reimbursed six contractors for unallowable lobbying costs.  During 
the audit, the five contractors that improperly classified lobbying costs as allowable agreed to 
reclassify $85,347 of the improperly classified lobbying costs.  One of these contractors could 
not match the remaining $263 to its accounts. 

Ten contractors that employed lobbying firms did not submit Standard Forms LLL because 
generally the contractors either stated that they were unaware of the requirement or we 
concluded that they misunderstood the requirement.   

Proper Accounting and Reporting of Lobbying Costs 
Of 24 DoD contractors that were the recipients of 50 earmarks, valued at $115.5 million, 
18 properly classified $5.2 million in lobbying costs.  These 18 contractors complied with 
policies to correctly account for lobbying costs by classifying them in an unallowable account 
and did not get reimbursed by the Government for their lobbying costs.  Details of the 
contractors and contracting offices are in Appendices C and D. 

Lobbying Costs Were Classified Either as Allowable or 
Unsupported 
Six contractors either improperly classified $85,610 in lobbying costs as allowable or did not 
support whether $12,695 was for lobbying or consulting costs.  By improperly classifying 
lobbying costs as allowable, the contractors violated FAR 31.205-22, which states that lobbying 

5 
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costs must be classified as unallowable.4 By classifying other costs as allowable without 
adequate support, the contractors also violated FAR 31.201-2, which states that contractors must 
maintain documentation to demonstrate that claimed costs comply with applicable cost 
principles.  These six contractors did properly classify $1.8 million in lobbying costs as 
unallowable.  The table identifies the total lobbying costs, improperly classified lobbying costs, 
and unsupported costs for these six contractors. 

(FOUO) Table. Contractors’ Improperly Classified Lobbying Costs and Unsupported Costs 

(FOUO) 

(FOUO) 
Contractor Total Lobbying 

Costs* 
Improperly 

Classified Lobbying 
Costs 

Unsupported Costs 

CACI Technologies, 
Inc. 
Progeny Systems 
Corporation 
SpaceDev, Inc. 
Surface Optics 
Corporation 
Torrey Pines Logic 
Trex Enterprise 
Corporation 

(b) (4) (b) (4) 

(b) (4) 

(b) (4) 

Total $1,836,966 $85,610 $12,695 

*Note: Total 2008, 2009, or 2010 lobbying costs for the contractors’ fiscal years. 

(FOUO) Personnel from CACI Technologies, Inc. informed us that they were unaware that an 
employee had lobbied on their behalf.  After learning of this, CACI Technologies, Inc. 
recalculated all costs associated with the lobbying (b) (4)  and agreed to reclassify those costs 
as unallowable. 

(FOUO) Progeny Systems Corporation’s policies stated that all lobbying costs were “expressly 
unallowable costs and treated as all other unallowable costs.” 

(b) (4)
  However, Progeny Systems 

Corporation classified  in lobbying costs as an allowable amount.  This occurred because 
Progeny Systems Corporation misclassified lobbying costs as business development and legal 
costs for (b) (4) and miscalculated lobbying costs associated with (b) (4) . 

4 According to FAR 31.205-22, “Lobbying and political activity costs,” lobbying costs that are unallowable include 
any attempts to influence legislation such as legislation liaison activities, including gathering information regarding 
legislation and analyzing the effect of legislation when those activities are carried out in knowing preparation for an 
effort to engage in unallowable activities. Lobbying costs that are allowable are limited to costs associated with 
providing information in response to a documented request made by legislative personnel. 

FOR OFFICIAL USE ONLY
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et"e"e) Progeny Systems Co1poration did not comply with its own policies or the FAR, which 
could have resulted in an improper reimbursement from the Government. Prog.eSstems 
Co1poration agreed with the majority of our audit findings and agreed to remov from its 
incmTed cost submission to DCAA. However, Progeny Systems Co1poration cou not match 
the remaining $263 to its accounts. We did not make a recommendation to recover the 
remaining costs because administration costs to recover the funds will be greater than $263. 

"8'98) Progen~ns Co1poration also employed a lobbying fnm that submittedlJI 
invoices totaling- Progeny Systems C01poration classified these invoiced costs as 
business development. The invoices did not have a sufficient description ofwork perfo1med to 
dete1mine what services were provided, and Progeny Systems Co1poration accounted for these 
costs as allowable expenses. Neither Progeny Systems Co1poration nor the lobbying fnm had 
documentation describing the work the lobbying fnm perfo1med. 

"8'98) SpaceDev, Inc. did not have written policies to account for unallowable costs and 
lobbying. SpaceDev, Inc. employed two consulting fnms that perfo1med "Government 
relations." When we questioned SpaceDev, Inc. officials about the work perfo1med by the 
consultants, they stated that the consultants helped produce a presentation for congressional 
officials for the eannark the company received. Th~ associated with this lobbying work 
was misclassified as an allowable amount, violating FAR 31.205-22. SpaceDev, Inc. agreed 
with our audi~s and agreed to submit a corrected incmTed cost submission, which 
classified the ....of lobbying costs as unallowable. 

(liQUQ) Smface Optics C01poration classified- in marketing costs for a consultant as 
allowable. However, the description of the work on the consultant' s invoices indicated that some 
of the costs were for lobb · For exam le, one invoice stated in art that · 

The invoices did not specify how much time or money was spent 

~91 Hit) Torrey Pines Logic did not properly record- in consulting costs as miallowable 
lobbying costs because Toney Pines Logic did not have written policies to account for lobbying 
costs or other consulting costs. A ToITey Pines Logic accountant recorded all invoices for 
lobbying and consulting costs, and then another employee verified the accounts to make sure the 
transactions were properly recorded. T01~ had invoices fronfll lobbyists and 
(b)(4) 

consultants. One ofthes~ consultants was hired to provide ToITey 
Pines Logic with "o erational conce ts, desi , develo ment, and marketin ." However, this 
consultant · 

(F8'98) Trex Enterprise C01poration inconectly classified-in invoices for lobbying work 
as allowable because Trex Ente1prise Co1poration insufficie~iewed three invoices. Trex 
Ente1prise Co1poration hired a consultant to perfonn marketing services. However, he charged 
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(FOUO) Trex Enterprise Corporation (b) (4)  for supporting a “congressional effort.”  Trex 
Enterprise Corporation classified all of this consultant’s work as allowable, when the amount 
should have been charged as unallowable lobbying costs.  After we informed Trex Enterprise 
Corporation personnel of these misclassified costs, they agreed to revise their FY 2009 indirect 
cost submission to properly classify the (b) (4) of lobbying costs as unallowable. 

The DoD Office of the Inspector General, Office of Audit Policy and Oversight, issued a Notice 
of Concern to DCAA on May 6, 2011, discussing the preliminary results that some costs were 
either improperly classified or unsupported (see Appendix E).  Because the Notice of Concern 
addresses the issues relating to DCAA that we identified in this report, we are not making any 
recommendations to DCAA. 

In addition, we are not making a recommendation that any contracting officer seek 
reimbursement for any of these unsupported costs because the Notice of Concern informed 
DCAA of these unsupported costs.  On May 31, 2011, DCAA responded to the Notice of 
Concern, stating: 

. . . the Fiscal Year (FY) 2008-2010 incurred cost audits for the contractors from 
the IG’s list will have tailored audit steps to include transaction testing of the 
general ledger accounts pertinent to the accumulation of lobbying costs . . . 

[Paragraphs Omitted] 

We have identified the cognizant DCAA office for each of the six contractors 
listed on Attachment 2 of the IG’s May 6, 2011 memorandum. This list plus the 
IG’s preliminary schedule of questioned and unsupported lobbying costs for 
these sampled contractors will be provided to each cognizant DCAA office and 
Regional Office. 

See Appendix F for DCAA’s complete response to the Notice of Concern.  Additionally, DCAA 
stated in an e-mail that they would review the unsupported costs identified in this report. 

Contractors Did Not Comply With Lobbying Reporting 
Requirements 
Contractors did not report lobbying activity as required by FAR provision 52.203-11, 
“Certification and Disclosure Regarding Payments to Influence Certain Federal Transactions,” 
and clause 52.203-12, “Limitation on Payments to Influence Certain Federal Transactions.”  Of 
the 24 contractors reviewed, 10 did not submit Standard Form LLL because, generally, they 
either stated that they were unaware of the FAR requirements or we concluded that they 
misunderstood the FAR requirements.  FAR 3.804 and 3.808 require the contracting officer to 
insert FAR provision 52.203-11 and clause 52.203-12 into solicitations for contracts expected to 
exceed $150,000. 5 FAR clause 52.203-12 is also required to be included in the resultant 
contracts. FAR provision 52.203-11 and clause 52.203-12 require the contractor to submit 

5 We did not obtain the solicitations to determine whether they included FAR Provision 52.203-11. We reviewed 
the contracts and determined whether they included FAR Clause 52.203-12. 

FOR OFFICIAL USE ONLY
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Standard Form LLL to the contracting officer if the contractor received the contract as a result
 
of lobbying by a Lobbying Disclosure Act Database registrant.  


The contracts for 9 of the 10 contractors included FAR clause 52.203-12.  Of the 10 contractors, 

5 submitted Standard Form LLL after we reminded them of the requirement.6  The Director, 

Defense Procurement and Acquisition Policy, should issue a policy memorandum reinforcing
 
FAR requirements for Standard Form LLL and provide guidance on how and where to report
 
Lobbying Disclosure Act violations.
 

Currently, two methods are used to report lobbying activities. One is the Standard Form LLL.  

In 2007, the requirement to submit the Standard Form LLL through the chain of command and to 

Congress was removed from the FAR as a result of the language contained in the Lobbying
 
Disclosure Act.
 

The other method to report lobbying activities is through the Lobbying Disclosure Act Database, 

in which lobbyists are required to register and state for whom they are lobbying.  Lobbyists are
 
required to register each client no later than 45 days after their employment or first lobbying
 
contact. Lobbyists file the lobbying reports quarterly, which provide the registrants’ and clients’
 
name, a description of the general issues covered by the lobbying activities, good faith estimates
 
of income and/or expenses, and an identification of whether the client is a Government entity.
 
These reports keep Congress informed of lobbyists and their activities.  


Recommendations, Management Comments, and Our 
Response 
We recommend that the Director, Defense Procurement and Acquisition Policy, issue a 
policy memorandum to: 

1. Reinforce to the DoD contracting community the requirements for Federal 
Acquisition Regulation 52.203-11, “Certification and Disclosure Regarding Payments to 
Influence Certain Federal Transactions,” and Federal Acquisition Regulation 52.203-12, 
“Limitation on Payments to Influence Certain Federal Transactions.”  

2. Provide guidance to explain to the contracting community how and where to 
report Lobbying Disclosure Act violations in accordance with the Lobbying Disclosure Act, 
implemented by section 1603, title 2, United States Code (2010).  

Defense Procurement and Acquisition Policy Comments 
The Director, Defense Procurement and Acquisition Policy, agreed and stated that DoD intends 
to issue a memorandum to the contracting community implementing the recommendations. 

Our Response 
The Director’s comments were responsive.  No additional comments are required. 

6 Those five contractors included the one contractor which did not have FAR Clause 52.203-12 in its contract. 
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Appendix A. Scope and Methodology 
We conducted this performance audit from February 2010 through June 2012 in accordance with 
generally accepted government auditing standards.  Those standards require that we plan and 
perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our 
findings and conclusions based on our audit objectives.  We believe that the evidence obtained 
provides a reasonable basis for our findings and conclusions based on our audit objectives.  

Universe and Sample Information 
We identified recipients of FY 2009 and FY 2010 DoD earmarks that lobbied Congress.  We 
determined that recipients of earmarks lobbied for those earmarks in the previous fiscal year.  
Therefore, recipients of FY 2009 earmarks would have lobbied in FY 2008 and recipients of 
FY 2010 earmarks would have lobbied in FY 2009.   

We reviewed the FY 2009 and FY 2010 Defense Authorization Acts and Defense Appropriations 
Acts to identify FY 2009 and FY 2010 earmarks and their intended recipients.  The Defense 
Authorization Acts clearly indicated the intended recipient of the earmark, but the Defense 
Appropriations Acts did not.  

We compiled a list of intended recipients of FY 2009 and FY 2010 Defense Authorization Act 
earmarks and eliminated earmarks when the funding was non-DoD or Military Construction and 
when the intended recipient was: 

x a DoD entity, 
x a college or university over which DoD does not have cognizance, 
x a non-profit organization over which DoD does not have cognizance, 
x a U.S. Government entity, 
x an Indian tribe, 
x not identified, or 
x listed as “competitive.” 

With the assistance of the Quantitative Methods Division, we compared the remaining list of 
intended recipients to FY 2008 and FY 2009 Lobbying Reports on the Senate’s website.  We 
then compared the results to the earmarks funded in the FY 2009 and FY 2010 Defense 
Appropriations Acts. 

We identified 209 unique recipients of 322 appropriations earmarks valued at $823.6 million.7 

We focused primarily on small businesses and grouped the recipients by geographic area.  From 
5 geographic areas, we judgmentally selected 24 contractors8 that received 35 earmarks totaling 

7 There were nine earmarks, valued at $27.3 million, for which Congress identified two different recipients of the
 
same earmark.
 
8 Of the 24 contractors, 20 were small businesses and 4 were medium or large businesses.
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$84 million.  The contractors we visited identified an additional 15 earmarks, totaling 
$31.5 million.  In total, the 24 contractors received 50 earmarks, totaling $115.5 million. 

Review of Documentation 
We visited the 24 contractors at their offices in five geographic areas: (1) Los Angeles, 
California; (2) San Diego, California; (3) Philadelphia, Pennsylvania and Trenton, New Jersey; 
(4) local Maryland; and (5) local Virginia locations.  During the site visits, when available, we 
reviewed contractor: 

x	 accounting policies and procedures regarding unallowable costs; 
x	 lobbying and other consultant agreements and invoices; 
x	 chart of accounts, general ledger, and associated journal entries; 
x	 incurred cost submissions; 
x	 contracts, grants, or cooperative agreements awarded to the contractor for the earmarks; 

and 
x	 Standard Forms LLL. 

We obtained the contractor documentation for FY 2008 through FY 2010.  We also obtained 
documentation that was in FY 2007 depending on the contractor’s fiscal year.  Some of the 
contractors we reviewed had fiscal years that were different from the Government’s fiscal year. 

We evaluated documentation maintained by the contractors against applicable criteria including: 

x	 Statutes and Public Laws:  Public Law 111-84, “National Defense Authorization Act for 
Fiscal Year 2010”; 2 U.S.C. § 1603, “Registration of lobbyists”; 10 U.S.C. § 2324, 
“Allowable costs under defense contracts”; 31 U.S.C. § 1352, “Appropriations”; 

x	 FAR Requirements:  FAR Subpart 3.8, “Limitation on the Payment of Funds to Influence 
Federal Transactions”; FAR 31.205-6, “Accounting for unallowable costs”; 
FAR 31.205-22, “Lobbying and political activity costs”; FAR 52.203-11, “Certification 
and Disclosure Regarding Payments to Influence Certain Federal Transactions”; and 
FAR 52.203-12, “Limitation on Payments to Influence Certain Federal Transactions”.9 

We interviewed contractor personnel at each of the 24 contractor locations. In addition, we met 
with DCAA personnel who conducted incurred cost audits to determine how they identified 
unallowable costs and to gain a better understanding of the methodology needed to conduct a 
complete audit of lobbying expenses.  We reviewed documentation from September 1991 
through March 2012. 

We determined whether the 24 contractors: 

9 We did not obtain the solicitations to determine if they included FAR Provision 52.203-11. We reviewed the 
contracts and determined if they included FAR Clause 52.203-12. 
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x had and complied with a policy for accounting for lobbying costs; 
x properly accounted for unallowable lobbying costs; 
x received a contract, grant, or cooperative agreement for each earmark and whether that 

agreement contained FAR provision 52.203-11 and clause 52.203-12; and 
x filed Standard Form LLL with the contracting officer. 

In addition, we determined whether DCAA performed an incurred cost audit of the 
24 contractors and, if so, whether that audit identified problems with accounting for lobbying 
expenses. 

Use of Computer-Processed Data   
To identify our audit scope, we used computer-processed data from the Senate’s Lobbying 
Disclosure Act Database with support from the DoD OIG’s Quantitative Methods Division.  The 
Quantitative Methods Division assisted in translating files of the Senate’s Lobbying Disclosure 
Act Database records into a consolidated file.  Also, the Quantitative Methods Division 
compared the lobbyists and consultants data in the Senate’s Lobbying Disclosure Act Database 
with the recipients the audit team identified as intended recipients of earmarks.  We did not 
perform a reliability assessment of the computer-processed data from the Senate’s Lobbying 
Disclosure Act Database because we did not rely on this data to support our findings and 
conclusions. We used the data from the database to identify which intended recipients to review 
and which lobbyists registered in the database for each of the 24 contractors in FY 2008 and 
FY 2009.  

In our referral to Congress, we relied on the Lobbying Disclosure Act Database to determine 
whether consultants that performed lobbying activities for the 24 contractors registered in the 
database.  This is the only conclusion for which we relied on the Lobbying Disclosure Act 
Database. 

In addition, we obtained accounting records from 24 contractors specifically related to how they 
classified lobbying costs. We did not perform reliability assessments of the 24 contractors’ 
accounting systems because our report findings and conclusions were materially based on the 
face value of the contractors’ records, some of which were computer-processed data. 

Prior Coverage 
During the last 5 years, the Government Accountability Office (GAO) and the DoD Inspector 
General (DoD IG) have issued six reports discussing lobbying.  Unrestricted GAO reports can be 
accessed over the Internet at http://www.gao.gov.  Unrestricted DoD IG reports can be accessed 
at http://www.dodig.mil/audit/reports. 

GAO 
GAO Report No. GAO-11-452, “2010 Lobbying Disclosure Observations on Lobbyists’ 
Compliance with Disclosure Requirements,” April 1, 2011 
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GAO Report No. GAO-10-499, “2009 Lobbying Disclosure Observations on Lobbyists’ 
Compliance with Disclosure Requirements,” April 1, 2010 

GAO Report No. GAO-09-508R, “Fisheries Management: Alleged Misconduct of Members and 
Staff of the Western Pacific Fishery Management Council,” May 20, 2009 

GAO Report No. GAO-09-487, “2008 Lobbying Disclosure Observations on Lobbyists’ 
Compliance With Disclosure Requirements,” April 1, 2009 

GAO Report No. GAO-08-209, “Congressional Directives:  Selected Agencies’ Processes for 
Responding to Funding Instructions,” January 31, 2008 

DoD IG 
DoD IG Report No. D-2008-110, “The Cost, Oversight, and Impact of Congressional Earmarks 
Less Than $15 Million,” August 8, 2008 
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Appendix B. Lobbying Disclosure Act Database 
According to contractor records, seven consultants performed lobbying activities for six 
contractors; however, those seven consultants were not in the Lobbying Disclosure Act Database 
for FY 2008 or FY 2009. In December 2011, we notified the Secretary of the Senate and the 
Clerk of the House that those seven consultants did not report their lobbying activities in the 
Lobbying Disclosure Act Database and requested that they review the potential civil violations.10 

Section 1602, title 2, United States Code defines lobbying activities as,   

. . . any lobbying contacts and efforts in support of such contacts, including 
preparation and planning activities, research and other background work that is 
intended, at the time it is performed, for use in contacts, and coordination with 
the lobbying activities of others. 

Before visiting each of the 24 contractors, we queried the Lobbying Disclosure Act Database for 
filings in FY 2008 and FY 2009 to identify the lobbyists that reported lobbying activities for 
those contractors.  During our site visits, we used the contractors’ documentation to identify 
consultants that performed lobbying activities on the contractors’ behalf. We compared the 
lobbyists that reported in the database to the consultants that performed lobbying activities and 
found seven consultants that were not in the Lobbying Disclosure Act Database, but performed 
lobbying activities on the contractors’ behalf.  

There are three thresholds for determining whether a consultant should register in the Lobbying 
Disclosure Act Database.  The first two thresholds are part of the definition of a lobbyist and the 
final threshold is the monetary limitation specifically for reporting lobbying activities in the 
Lobbying Disclosure Act Database. 

The two thresholds for determining whether a consultant should be defined as a lobbyist are 
outlined in 2 U.S.C. § 1602, which defines a lobbyist as, 

. . . any individual who is employed or retained by a client for financial or other 
compensation for services that include more than one lobbying contact, other 
than an individual whose lobbying activities constitute less than 20 percent of 
the time engaged in the services provided by such individual to that client over a 
3-month period. 

We did not verify whether the seven consultants met those two thresholds—20 percent of work 
performed for the client and more than one lobbying contact.  We relied on contractor records, 
which were insufficient to support a determination regarding those two thresholds.  To determine 
whether the consultants met those thresholds would have required us to contact each consultant 
and review their records.  This was outside the scope of our audit.  

10 We originally identified eight consultants in our referral to Congress. After providing the referral, we determined 
that we should not have referred one of the eight consultants. 
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If a consultant meets the definition of a lobbyist in 2 U.S.C. 1602 (10), the consultant is required 
to register as a lobbyist, unless the consultant is exempt under 2 U.S.C. 1603(a)(3).  This 
exemption applies when, “total income for matters related to lobbying activities on behalf of a 
particular client (in the case of a lobbying firm) does not exceed and is not expected to exceed 
$2,500 . . . in [a] quarterly period . . . .” The Secretary of the Senate and the Clerk of the House 
of Representatives raised this threshold to $3,000 effective January 1, 2009.   

For all seven consultants, we had sufficient evidence to state that a portion of the work they 
performed was for lobbying activities.  For five of the seven consultants, we had sufficient 
documentation to determine that the consultants’ lobbying activities exceeded the quarterly 
threshold.  Specifically, four consultants exceeded the $2,500 quarterly threshold in calendar 
year 2008 and one consultant exceeded the $3,000 quarterly threshold in calendar year 2009.  
However, we did not have sufficient documentation to determine whether the other two 
consultants exceeded the quarterly thresholds.   

Based solely on the contractors’ documentation showing that the seven consultants performed 
lobbying activities for the contractors and exceeded the $2,500 quarterly threshold, we referred 
them to Congress.  In March 2012, the Secretary of the Senate and Clerk of the House notified us 
that they had reviewed the referral and determined that only one of the seven consultants should 
have registered and did subsequently register in the Lobbying Disclosure Act Database.  The 
Secretary of the Senate stated that five of the seven consultants: 

. . . responded with information verifying that their consulting activities during 
the periods in question did not meet the threshold of reporting requirements 
under the LDA [Lobbying Disclosure Act]. Specifically, their activity did not 
meet the threshold of 20% of their total time for that client and in some cases, 
did not even meet the threshold of more than one lobbying contact. 

The Secretary of the Senate and Clerk of the House were unable to locate one of the seven 
consultants. 
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Contractor Command Contract Number Number 
of Ear-
marks 

Appropriated 
Earmark 
Amount1 

May Have 
Improperly 

Accounted for 
Lobbying Costs 

Did Not 
Submit 
SF LLL 

Advanced 
Projects 
Research 

Aviation Applied Technology 
Directorate 

W911W6-08-D-0003 4 $7,600,000 

Air Force Materiel Command FA8650-05-D-2521/ 
TO 0002 

Advatech 
Pacific 

Air Force Flight Test Center FA9300-06-D-0002/ 
TO 0005 

3 5,200,000 X 

Air Force Flight Test Center FA9300-10-C-4002 
Aeplog NA NA 1 1,200,000 
ARCCA Army Research Development and 

Engineering Command (U.S. Army, 
Aberdeen Proving Ground, MD) 

W911NF-09-2-0021 2 4,800,000 

BAE Land & 
Armaments 

Naval Surface Warfare Center N00024-07-G-5438/ 
TO L685 

2 21,000,000 X 

CACI 
Technologies 
Chang Industry 

Air Force Materiel Command, Air 
Force Research Laboratory 

FA8750-09-C-0156 1 2,000,000 X2 

Tank-Automotive and Armaments 
Command – Warren, MI 

W56HZV-04-C-0440 2 6,400,000 

Creative 
Technologies 

NA NA 1 2,000,000 

Dynamic 
Animation 
Systems 

Air Force Materiel Command, Air 
Force Research Laboratory 

U.S. Property & Fiscal Office, New 
Jersey 

FA8650-09-C-6028 3 $8,400,000 X3 

GS35F0568U/ 
W912KN-09-F-0074 

U.S. Property & Fiscal Office for 
Virginia 

GS35F0568U/ 
W912LQ-10-F-0016 
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Appendix C. Contractors Visited and Problems Identified (cont’d)
 

Contractor Command Contract Number Number 
of Ear-
marks 

Appropriated 
Earmark 
Amount1  

May Have 
Improperly 

Accounted for 
Lobbying Costs 

Did Not 
Submit 
SF LLL 

Information 
Systems 
Laboratories 

Space & Naval Warfare Systems 
Center (U.S. Navy) 

N66001-04-C-6008 1 $1,600,000 X 

McGee 
Industries 

Naval Air Warfare Center N68335-09-C-0189 1 2,000,000 

Ocean Power 
Technologies 

Naval Undersea Warfare Center 

Naval Facilities Engineering Service 
Center 

N00253-09-D-0005 3 7,800,000 

N62473-06-D-3005 

Progeny 
Systems 
Corporation 

Proxy Aviation 
Systems 

Naval Air Warfare Center N68335-08-C-0471 9 18,500,000 X 
U.S. Army Communications-

Electronics Command 
W15P7T-05-C-P626 

Naval Surface Warfare Center N00178-04-D-4033 
Naval Sea Systems Command N00024-09-C-6305 

Naval Air Warfare Center Aircraft 
Division 

N68335-07-D-0025 

Naval Sea Systems Command N00024-08-C-6288 
DAAB07-03-D-B010/ 

TO 168 
U.S. Army Communications-

Electronics Command 
2 6,000,000 X 

Saft America Naval Air Warfare Center, Pax 
River 

N00421-05-D-0068 1 1,200,000 X 

SeQual 
Technologies 

U.S. Army Medical Research 
Acquisition Activity 

DAMD17-03-2-0002 

DAAB07-03-D-B012/ 
PO 09-487 

1 800,000 X3 

SMH 
International, 
LLC 

U.S. Army Communications-
Electronics Command 

3 $4,000,000 X3 
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Contractor Command Contract Number Number 
of Ear-
marks 

Appropriated 
Earmark 
Amount1 

May Have 
Improperly 

Accounted for 
Lobbying Costs 

Did Not 
Submit 
SF LLL 

SpaceDev Air Force Flight Test Center 
Northern Region Contracting Center 

Army Contracting Agency 

FA9300-10-C-4001 1 $800,000 X2 

Stanley 
Associates 

DABJ01-03-D-0017 1 2,000,000 

Surface Optics 
Corporation 

Office of Naval Research N00014-09-C-0565 

W15QKN-10-C-0001 

1 2,400,000 X 

Tanner 
Research 

U.S. Army Contracting Command 
Joint Munitions and Lethality 

Contracting Center 

1 1,600,000 

Torrey Pines 
Logic 
Trex Enterprise 
Corporation 

Vision Robotics 
Federal 
Systems, LLC 

Space & Naval Warfare Systems 
Center (U.S. Navy) 

N65236-07-D-6882 1 400,000 X2 

U.S. Army Communications-
Electronics Command 

W15P7T-05-C-P623 4 6,160,000 X2 X3 

U.S. Army Test and Evaluation 
Command Mission Support 

Contracting Activity 

W9115U-06-C-0003 

Space & Naval Warfare Systems 
Center (U.S. Navy) 

N66001-08-D-0071 1 1,600,000 X3 

Totals 50 $115,460,000 6 10 
Note: NA (not applicable) indicates that the contractor was awarded an earmark; however, a contract was not awarded during the fieldwork phase of this
 
audit.
 
1 The appropriated amount may differ from the contract amount.
 
2After being informed of the requirement, the contractor recalculated accounting for lobbying costs. We are not recommending that the Army or Air Force
 
seek recoveries from the contractor. The Notice of Concern to DCAA addresses the lobbying costs that were not properly accounted for.
 
3After being informed of the requirement, the contractor submitted the form.
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(FOUO) 
Contractor Command Contract Number Total 

Lobbying 
Costs1 

Lobbying 
Amount 

Improperly 
Classified 

Invoices 
Unclear 

Regarding 
Lobbying 

Advanced 
Projects 
Research 

Aviation Applied 
Technology Directorate 

W911W6-08-D-0003 

Air Force Materiel 
Command 

FA8650-05-D-2521/ 
TO 0002 

(b) (4) 

Advatech 
Pacific 

Air Force Flight Test 
Center 

FA9300-06-D-0002/ 
TO 0005 

Air Force Flight Test 
Center 

FA9300-10-C-4002 

(b) (4) 

Aeplog NA NA (b) (4) 

ARCCA Army Research 
Development and 

Engineering Command 
(Aberdeen Proving 

Ground, MD) 

W911NF-09-2-0021 (b) (4) 

BAE Land & 
Armaments 

Naval Surface Warfare 
Center 

N00024-07-G-5438/ 
TO L685 

(b) (4) 

CACI 
Technologies 

Air Force Materiel 
Command, Air Force 
Research Laboratory 

FA8750-09-C-0156 (b) (4)(b) (4) 

Chang 
Industry 

Tank-Automotive and 
Armaments 

Command – Warren, 
MI 

W56HZV-04-C-0440 (b) (4) 

Creative 
Technologies 

NA NA (b) (4) 

Dynamic 
Animation 
Systems 

Air Force Materiel 
Command, Air Force 
Research Laboratory 

FA8650-09-C-6028 

U.S. Property & Fiscal 
Office, New Jersey 

GS35F0568U/ 
W912KN-09-F-0074 

U.S. Property & Fiscal 
Office, Virginia 

GS35F0568U/ 
W912LQ-10-F-0016 

(b) (4) 
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Appendix D. Contractor Lobbying Costs
and Invoices (cont’d) 

 
      

 
 

 
 

 
  

     
 

 
 

 
 

 
 
 

 
 

  
 

    

 
 

 
 

 
   

 
  

    

 
 

 

 

 
 

 

 
 

    

 

 

  

 
 

 
  

 

 
 

 

 

 
  

 

 
 

 
 

  

 
 

   

 
 

 
 

 
 

   

 
    

 
 

 

    

 
 

 

 

  

 
 

 

   

 
 

 

    
   

 
 

 
   

 
  

 
  

  
  

 
 

 
 

 

   
 

  

 

 

   
 

   
 

   
  

 
   

 
 

 
 

  

 

 
  

     
   

 
 

   
  

 

 
 

  

 
  

(FOUO) 
Contractor Command Contract Number Total 

Lobbying 
Costs1 

Lobbying 
Amount 

Improperly 
Classified 

Invoices 
Unclear 

Regarding 
Lobbying 

Information 
Systems 
Laboratories 

Space & Naval Warfare 
Systems Center (U.S. 

Navy) 

N66001-04-C-6008 (b) (4) 

McGee 
Industries 

Naval Air Warfare 
Center 

N68335-09-C-0189 (b) (4) 

Ocean Power 
Technologies 

Naval Undersea 
Warfare Center 

N00253-09-D-0005 

Naval Facilities 
Engineering Service 

Center 

N62473-06-D-3005 

(b) (4) 

Progeny 
Systems 
Corporation 

Naval Air Warfare 
Center 

N68335-08-C-0471 

U.S. Army 
Communications-

Electronics Command 

W15P7T-05-C-P626 

Naval Surface Warfare 
Center 

N00178-04-D-4033 

Naval Sea Systems 
Command 

N00024-09-C-6305 

Naval Air Warfare 
Center Aircraft 

Division 

N68335-07-D-0025 

Naval Sea Systems 
Command 

N00024-08-C-6288 

(b) (4) (b) (4) (b) (4) 

Proxy 
Aviation 
Systems 

U.S. Army 
Communications-

Electronics Command 

DAAB07-03-D-B010/ 
TO 168 

(b) (4) 

Saft America Naval Air Warfare 
Center, Pax River 

N00421-05-D-0068 (b) (4) 

SeQual 
Technologies 

U.S. Army Medical 
Research Acquisition 

Activity 

DAMD17-03-2-0002 (b) (4) 

SMH 
International, 
LLC 

U.S. Army 
Communications-

Electronics Command 

DAAB07-03-D-B012/ 
PO 09-487 

(b) (4) 
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(FOUO) Appendix D. Contractor Lobbying Costs
and Invoices (cont’d) 

(FOUO) 

 
     

 
 

 
 

 
  

     
 

 
 

 
 

 
 
 

 
 

    

  

 

 
 

   

 
 

 
 

    

 
 

 
 

  
 

    

 
  

 

 
 

   

 
 

 

  
 

  

    

  
 

 

 
 

 
 

 
 

 

 
  

 
 

   

        

     
 

 
 

  
  

  
 

 
 

 

   
 

 
 

   
  
  
  

  
 

    
  
  

 
 

 

 
 

 

 

    
 

 
  

 
 

 
 

 

    
  
  

 

(FOUO) 
Contractor Command Contract Number Total 

Lobbying 
Costs1 

Lobbying 
Amount 

Improperly 
Classified 

Invoices 
Unclear 

Regarding 
Lobbying 

SpaceDev Air Force Flight Test 
Center 

FA9300-10-C-4001 (b) (4) (b) (4) 

Stanley 
Associates 

Northern Region 
Contracting Center 
Army Contracting 

Agency 

DABJ01-03-D-0017 (b) (4) 

Surface 
Optics 
Corporation 

Office of Naval 
Research 

N00014-09-C-0565 (b) (4)(b) (4) 

Tanner 
Research 

U.S. Army Contracting 
Command Joint 

Munitions and Lethality 
Contracting Center 

W15QKN-10-C-0001 (b) (4) 

Torrey Pines 
Logic 

Space & Naval Warfare 
Systems Command 

(U.S. Navy) 

N65236-07-D-6882 2(b) (4) (b) (4) 

Trex 
Enterprise 
Corporation 

U.S. Army 
Communications 

Electronics-Command 

W15P7T-05-C-P623 

U.S. Army Test and 
Evaluation Command 

Mission Support 
Contracting Activity 

W9115U-06-C-0003 

(b) (4)(b) (4) 

Vision 
Robotics 
Federal 
Systems, 
LLC 

Space & Naval Warfare 
Systems Command 

(U.S. Navy) 

N66001-08-D-0071 (b) (4) 

Totals $7,027,968 $85,610 $12,695 

1 The lobbying costs cannot be directly tied to the contracts. The amount is based on the contractors’ records. 
2Contractors improperly classified lobbying costs as consulting costs. 
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INSPE;CTOA GENEHAL 

llEl'/\rn Mel'H 0 1: DEFENSE 

~00 AllMY NAVY DHIVE 


AAt:tNGTON, VIRGINIA 22202- 4704 


MAY- 6 it>\I 

MClMORANDUM FOR DLIWCTOH, Dl.W8NSBCONTRAC1 AUDIT AGENCY 

SUll.l liCT; 	Notiac of' Co11ccr11 Unallow11blc I .obbying l31(pc11scs 
(APO Memo ~o. 201l-CA P0 "002) 

Oil Pebruary 19, 20 I0. the Assist uni Insvcctrn· Uc11ernl for Acqui~ilion 1111() 

Contract M<1Hagemcat, Deparlmcnl ofDd e nse Office ofthe Inspector General 
(DOD IG) announced Project No. D20IO-OOOCF-0145.000, "Compliance wltJ1 
Ltestrictions 011 the Lise of Appropriated Funds from Congressional Eru·mud's Jor 
Lobbying:· Prclf1ninary 1·c:ml\s from the DOD fO's alllW dist:losed that ce11~in 
contn1ctors inoludcd expressly unallownble lobbying costs iJ1 l'Y 2008 thtough JIY 
20 l 0 incuri•e<l cost submiss ions to the Government. DCAA has not is~ued ru1 audit 
alert or othc1· l1cadquar1crs guiclam:e on lobbying costs since issuing Mcmoranclltm fm 
Regional Directors (MRD) 08-PAS-O I5(R), dated April 24, 2008, "Altclit /\lert ­
Lobbying Oosts Related lo Legislative Earnrnrlrn. ' ' Congressional legislation genera Uy 
cont11ins some earmarks each year. The most cfficic11l rne11ns for 1he field audit offices 
to obtam the ncmlccf information regarding what p1og1:an1s or oon11:accors have 
legislalive C:f.irtnnrl<:s is through DCAA hendquarlurs. 

rhe DOD TO audit te11111 determined lhnl conlr~1etors improperly 1·ecordcd or 
chcll'ged unallowablc lobbying costs to nllowuble 1tcco\111ts. Attacbnient I contains a 
~ohcdule of thl} costs questioned or unsupported by contractor. Attachment 2 JJrovides 
cnch conh'llclor's mllllll, uddJi;:;S, phone nu111bei-, und point o l' contact. Based on the 
preliminary lindings, we recQmmmd I hat c~ch audit ofl'icc cognizant or one nf' the !isled 
(·onu·11olors do 1he following; 

• 	 Dw·ing !he eoutse .of tl1e incuii•e<l cost uudits, Lest transnctions in certain 
genei-al ledger i1cco11nts such as professimrnl services, consulting. public 
1·eJ11tio11s, a1ul lohbylng costs lo veri fy thal expressly 1111allowable lobbying 
costs have not beei.i charged 10 lhe Govern111e111 . 

• 	 If lJCJ\A dctcrminll's lhot clcficicncics cxilll in either lhc inlel'nal control 
policies or 1he i111plementalion of'Ihe corresponding procedures for the 
segreg.1ttio11 ofexpressly unallowahlc or utrnllciwable expenses. then !he 
auclil oflice should issue a flash repon detailing tl\c dcficioncics. 

Note: Due to personally identifiable information, Attachment 2 was removed from this appendix. 



• 	 Por contractors below the $15 million incurred cost audit threshold !isled 
on Allnchment I, the cognizunl audit office should perform a foll scope 
audit instead ofa desk review. 

We nlso recommend that DCAA headqua1ic1s reiterate lo the field audit offices the 
r1x1u1rc111ents ofFederal Acquisition ReguJation 31.205-22, Lobbying nncl l 'oliticnl 
Activity Costs, and update its Apri l 24, 2008, audit alert Lly listing lobbying nncl 
Ccuigrcssional earmarks for FYs 2009, 20 l 0, and 20 l l. Flnully, DCA/\ hcuclquancrs 
should issue <111 annual m1rlit alert on lobbying cusls aml lt:gislat iv~ e11rrnurks to provide 
the field nudit offices the most cu1Tc111 in formation for m1dit plnnning 1rnrposes. On 
April 18, 2011. we nppdsod Acting Chief, Policy, Accounting one! 
Cost Principles Directorate, lleadqun1·ters, DCAA, of the DOD JG preliminary linclings. 

Mcmhers of my staff11re iivailablc to ni1·ther brief OCA/\ management 011 lhc 
above recommendations. Please provide a response lo our rccommcndal ions hy 
MAy ?.4, 20 11 . A cory oflhis memornnd11m anrl the OCAA 1•e.sponc:e may be inC'ludcd in 
en appendix of the DOD IG audit teporl issued on ll1e above rcforcncccl project. Ifyou 
have any questions regarding ibis memorandum, please contact at 

or 	 at 

~R. /)w-~ 
Cnrolyn R. Dnvis 
Assistant lnspcclor General 

fol' Audit Policy and Oversight 

Allachmenls: 

As stated 


cc: 
,====~~ Assistant .Director, Policy and Plans, Hc11dquar1crs, DCAA 
I , Acting Chict~ Policy /\ccountillg ancl Cost Principles Dlrcctornte, 

1:-lcndqual'lcrs, DCAA 
••••,Executive Office!', Headquarters, DC/\/\ 

2 
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Note: Some ofthe Notice ofConcern costs do not match costs identified in the report because corrections were 
made after the Notice of Concern was issued. For Progeny Systems, auditors corrected a $15 accounting elTor. For 
Torrey Pines Logic, info1mation was provided to the auditors to support the costs that had been unsupported. 
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flZ'i'U'i) Appendix F. DCAA Response to Notice of 
Concern 

l>EFEN$11; CONTRACT AUDIT AGr;NCY 
DEPARTMENT OF OEl'EN$F' 

Jms JOUS J. K;ll'GM/\~ 1\0AD.Sl/l'l'r. 21.!.~ 


FORT • 61.\IOIR. \'~ 11060-llliO 


OF FICE OF ne DIRECTO~ 

MayJl . 1(11 J 

MEMORANDUM FbR ASSISTANT INSPECTOR GENERAL, AUDfT''POLICY AND 
OVERSIGHT, OFflCEOP'fHB INSPECTOR GENERAi., 
DEPARTMENT OP DEFENSE 

SU'llJE.CT: 	 Respoasetb Department ()f Oelilf\Se Office of Inspector General. MemoP1ndum or a 
Notice ofConcern - Unallowable Lobbying Expenses 

Thllnk you for !he opportunity to m ;p<>nd to th.- subjecl memurnndum. Notice or 
Concern- Unallowablc Lobbying E~pcnses. dated May 6, 201 1. In your memorandum. you 
identified s1ic contracws with unallowable lobbying eicpenses relat!ld to earmarks. Our 
responses relatin_g lo your recommendations are presented below. 

OoDIO Recommendation 1: Durjnj,1, the cqurse ofthe· incurred cost audits, test 1.ransactions i11 
~ertain ~eneral ledger accounts such as professional services, consulting. public relations, snd 
looflying costS to veri fy thar expressly tmeJtowable lobbying coS\s hove ooi beea charged to tJir 
GovemltJenl rt0r thesix contractors identified on the DoDIG Notic<>.ofConcem], 

DCAA Response: Conc11r. As comcnucticated in our F'/2008 aud1l alert, audllorsarerequired 
lo develop tbeappmprlate procedures to test JO!'unallowable lobbying costs when it's identified 
!hat J.hccontmclor has received. significant e!IJlTl•uks. There.fore, based on e:(j~ting guidance tba 
fiscal Year(FY) 2008-2010 incurred cost audits for che contractors from the lG's lis1 w ill have 
1ailered audit steps to include transuction testing oftbe general ledgi::r accounts pertinent to the 
accum.ulation orJobbying costs. (e.g .. professional scrvice1;, public relations and consulting) l fa 
full qudlt v~. a desk review is po:.rfocrncd. Sec Rcco.mmend'a tion No. J below. 

OoOlG R~~ommendJltion 2: lf OCAA determines lhlll deficiencies exist io either theintemul 
conirol policiesor the m1plementatioa ofthe corresponding proq:durcs for1hcs segr~gation of 
~p1.,,;&ly unilllowable 0 1 ui1altowable expenses, !hen che iludh office:- s huul<l issue a nash rtpon 
d~ta.iling the deficiencies, 

l>Cl\.A Response: Con~ur. We will isi:ue a !lash report to Go~cmment controoting authoril!es 
whc:n lhe cont ractor·s internal control structure and disclosed or established preotkes are 
deficient ornon-com~liant w.llh FAR Part 3 1 cosl priociplcs and the Cost Accounting Standards 
(CAS). We will issue an update to Lhe April 24, 2008 Audit Alert (08-PAS-OJ 5(R)) on lobby'ing 
costs related to Jcgis·tati ve earmarks. We wrn reernpfoisize this guidance in the MRD. 

OoDlG Rccumm eodotion 3e For controctors billow the $ 15 iniUioo lncurred cost eudit 
threshold listed on At1achmenl l, !he cogn·f:zant audit office should p.:rfonn a full scope 1.1udi1 
instead ofadesk review. 

FOP OFF!CT 01 !185 ON' >• 
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http:SU'llJE.CT


F8tt 8FH@IWfs tans 8NJ3it 

SUBJECT: 	Response to Departlllent of Deteilse Office oflnspector General. Memorandum of a 
Notice ofConcern - Una!Jowable lobbying Ex~ses 

DCAA RcspC)ilsc: Pottially Concur. We have identified \_he.cognlzanl DCA<\ office for each of 
the six c-0mmctors llsteci on A1taclum:nt2 oftbe IG's May 6; 2011 memOJllIJdum. Tl)is list plus 
the JO's preliminary sc:hedul~ofquestioned and unsupported lobbying costs for lbese sampled 
contlllclors will be provided to each cogni1,ant DCAA office and Regional office. For any of 
lhe,se contractors detennined to be low·risk. contractors, the offices will be required to perform 
full-scope incurred cost audits for FY 2008 and FY 2009. 1fexpressly unallowable costs ate 
tOund in those· years, a full sc.ope audit will be performed in fY 2.010, rather than a desk review, 

JloDlG Rffommend:1tio114: We also recornm~od th.at DCAA headquwtemrci1era1<.' to the lic:ld 
audit oflices.1he requirements ofFAR 31.205-22. Lobbying and Political Activ1ty Costs, and 
updaie LIS April 24, 2008, audit alert by listing lobbyin.g and Congressional earmarks for FYs 
2009, 2010, and 2011. 

DCAA Resp•111•e~ Concur in Priooiple, By August 201 J, we will issue an update to the Apri.I 
24, 2008 Audit AJert (08-PAS·O lS(R)) on lobbying costs related lo legislative earmarks. Our 
MRD will include a di~cussion of lhe requirements of FAR 31 ,205-22, Lobbying and Political 
Activity Costs.and OfARS 231.205-22, Legislative Lobbying Costs. This gl)idance will define 
lcgi5ls1ive earmarks and will identify pc:rtin~nl website$ that prnvid.: details oft:aonark 
ac'livi1ies. 

DoDJG Recommendation 5: DCAA headquarters should lssue an annual audit alert.on 
lobbyi.l\g costs and legislativeearmarks 10 provide the field audit offices lhe most current 
infom1alion lbr audH plruulin~purpose..s. 

DCAA Response: Non-Concur. Jn the audit alert mentioned above. we will provide tile 
Ta,~payers for Common Sense website. hllp~/taxpayernet, wtuch provides earmark databas~s by 
fis.caJ year fbr audil planning purpos1:s. We will fostitutlonalizc: this guidance in the DCAA 
ConlracL Aui)i!Manual (CAM); 1hercfore, tltts will eliminate the need furaa.annl)al audit alert. 
Also, we 'viii maintain an eleetronie filt! of the eam1atks o.o our DCAA Jntranei for historical 
research purposes and use by tbe audit offices. 

Questions regarding this mernornndpm should be tlitli. ~ tu11======~·' relcited-r\ssistant Dircttor, Policy Wld Plans at orl 

~~g:4[~
Director 

2. 
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OFFlCE OF THE UNDER SECRETARY OF DEFENSE 

3000 DEFENSE PENTAGON 


WASHINGTON, DC 20301'3000 


ACQUJSITION, NOV - 8 IJll
TCCkNOL.OGY 
ANOLOGISTIC:S 

MEMORAl\'DUM !'OR DIRBCTOR, REPOR'r f'OLLOWUP & GAO LIAISON. 

Of'FICEOF THE INSPECTOR GENERAL, 

DEPARTMENT OF DEFENSE 11
·• • . . \ \\ 

THROtJGH: DIRECTOR, ACQUlSITTON RESOUl{CES AND ANALYSlS \\ )\ 

SUBJECT: Response ro DoDIG Df!!I\ Report, ''Contractor Compliance Varied With Clnssi.tication 
ofLobbying Co$~ and Reporting of Lobbying Activities (Projecr No. 020 lO­
DOOOCF-0 145.000)", date-0 October 6, 2011 

This is in response Lo your email ofOctober 6, 20 11, requestin~ lhe UnderSecretary of 
Defense for Acquisition, Technology. and logistics (USD(AT&I..,)) to review and comment on. the 
draft ropr>rt The followi a~ is provided in response: 

Recomme11da1io11: 
DoDlG recornmcnds that the Director, Defense Procurement and Acquisition Policy issue a po licy 
memornndum to rem force to the DoD ccmtractiog_ community the requirements for Federal 
Acquisitlon Regulation 52.203-11 . "Certilicarion and Disclosure Regarding Payments co lnflm:noe 
Certain Federal Transactions"; and Federal Acquisition. Regulation 52.203-12. '·Umiration on 
Payments 10 lufluence Certain Feder;iJ fransactions" : and provide guidance to explain to the 
contn1ctini; community on how and where to report Lobbying Disclosure Acl violations in 
accordance with the Lobbying Disclosure Act., implemented by section 1603. title 2. United Sra1es 
Code (20 I 0). 

Respo1rse: 
Concur. The Dl'partmcnt intends on issuing n policy mcntonmdum to the conuacting 1.:ommuni1y as 
recommended. A draft memorandum is i·n coordination and will be released along with the DoD!G 
final report when made available. 

'Please contact············ or email ••••••••ifadditioDalinfom1111ion is required, /I 
. I ,,,-­

~lttfif-
DireoLor. Defen~efrocurcmenl 

and Acquisi ti9i1 Policy 

Defense Procurement and Acquisition Policy Comments 
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